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Cost Reduction - How And Where To Apply It 
T H E year 1957 ushered in, and the year 1958 continues, the most serious drop in the level of business act ivi ty and the greatest 
rise in unemployment that has occurred since W o r l d W a r II. Th is 
condition was largely the result of over expansion of facilities and 
significant price increases needed to cover the equally sizeable in-
creases in production costs that had occurred in recent years. 
The drop in the level of sales act ivi ty acted to change the already 
sl im profit margins of many companies to more-than-slim operating 
losses. Faced wi th this prospect, many company executives, having 
already found price increases and increased sales efforts of l i tt le avai l 
in increasing their company's revenue, have turned their thoughts to 
the subject of cost reduction. 
Here in the Islands, where recent years have witnessed the 
continuous "s lender iz ing" of profit margins, and where increased 
wages to sugar workers are forcing some sugar plantations seriously 
to examine their abi l i ty to continue to make even small profits, the 
subject of cost reduction seems part icularly appropriate at this time. 
F o r these reasons I have chosen it for my subject tonight. 
In speaking on cost reduction, I w i l l tell you what it is, what it 
includes, what types there are, and how it differs from cost control. 
I w i l l also tell of the need for cost reduction, to what areas it should 
extend, who should do it, and how it should be done. I w i l l indicate 
whether it should be done horizontal ly, that is, by expense element, 
or vert ical ly, by funct ion; and whether it should be done on a spas-
modic or a continuous basis. I w i l l point out how to organize for it— 
whether on an inter-organizational basis or on a task-force basis. 
F ina l ly , I w i l l tell you how to keep costs down once they have been 
reduced. Is it done on the basis of future cost-reduction programs, 
or on the basis of operational controls? 
F i rs t , let us talk a l itt le about what cost reduction is. Cost 
reduction is in many senses l ike tak ing weight off a fat man. In that 
case the object is to eliminate the excess without in any way im-
pair ing the health of the man. Cost reduction is a process used to 
br ing costs to a level lower than they presently are, or are expected 
to be, without seriously impair ing the future profitabil i ty of the 
company. 
B Y ALFRED L . H U N T 
Principal, Honolulu Office 
Presented before the monthly meeting of the Society 
for Advanced Management, Honolulu—May 1958 
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W h a t is the scope of cost reduction? A s far as type of entity 
is concerned, cost reduction can be applied to a business, to an 
institution, and even to a household, though excursions into this 
latter area are apt to be fraught wi th danger and sometimes are said 
to be unrewarding! 
About the type of function to which cost reduction can apply, 
I believe it can cover the entire gamut of a business operation. It can 
apply, for example, to design and development, production, procure-
ment, marketing, and staff services. B y staff services I mean such 
things as industr ial engineering, accounting, personnel—services 
necessary to aid in conducting the main operating fnuctions of a 
business. 
H o w does cost reduction differ from cost control? A s I define 
it, cost reduction refers to the process used to reduce costs, whereas 
cost control is used to keep costs at a given level. 
Wha t types of cost reduction are there? I classify cost reduction 
into three types: the spring-housecleaning type, the crisis type, and 
the planned type. W h a t is the spring-housecleaning type? I think of 
that in terms of the housewife, who, when she sees the nice weather 
return in the spring, feels that things won't be right unless she cleans 
the house from attic to basement. Simi lar ly , many executives feel 
that after the business has run along for some time it inevitably needs 
a housecleaning. They feel that the business undoubtedly must have 
taken on some unnecessary fr i l ls, supervision has become lax, and 
employees are not work ing as hard as they should. Accord ingly , they 
launch the company on a program of cost reduction. That 's the spring-
housecleaning type. 
Wha t is the crisis type of cost reduction? That is where some 
particular crisis such as an operating-loss situation, a shortage of cash 
or some other almost cataclysmic-type event causes the company to 
need drastically and rapidly to reduce its costs. Th is usually results 
in an arbitrary slash in expenditures, often by what some people refer 
to as the "meat-axe approach." 
The third type of cost reduction, the planned type, is what the 
name implies. It is a carefully planned and programmed operation 
that can be carried out in two ways. It can be carried out on a special-
project basis; for example, we might decide how to reduce the cost 
of transporting sugar cane or of harvesting pineapple or of some 
other important and costly function. Planned cost reduction can also be 
carried out on a continuing basis. Th is is where you set up a per-
manent cost-reduction group and assign to it the job of continuously 
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carrying on cost-reduction studies, moving from one segment of the 
organization to another. 
The need for cost reduction is spawned by two forces that affect 
al l businesses. The first is natural ly the desire to stay in business 
today and the second is to provide for profits tomorrow. 
Of the need to stay in business, of course, we are al l aware. It 
requires that we make profits in the face of fixed sel l ing prices, as in 
the case of public uti l i t ies, where it isn't easy to get a rate increase, 
or in the presence of competit ively low sel l ing prices, such as we have 
in the appliance industry today, where the discount houses sell pro-
ducts at a much lower price than they have been sold for in the past. 
These conditions produce a need for cost reduction in order to reduce 
prices and st i l l have a profitable business in the face of these types of 
competition. Even if we don't have, to reduce prices, we must fight 
cost increases in order to make a profit without increasing our sel l ing 
prices. 
H o w do you use cost control to provide for future profits? I l ike 
to look at it this way. There are two ways in which cost reduction can 
be used to enhance future profits. One is by lower ing costs to obtain 
a price advantage over competitors. In other words, if a business can 
sell at a lower price than its competitors it can thus get a larger share 
of the total available market. W i t h increased volume at the same 
margin the business is on the road to increased profits. 
The second method is to enlarge your market through lower sel l-
ing prices. Y o u realize, when you reduce your price, that competition 
w i l l also reduce its pr ice; but you are not concerned about that be-
cause you realize there w i l l be more demand for your product at the 
lower price, and if, through cost-reduction techniques, you can achieve 
an increased volume, w i th the same profit per unit at this lower price, 
then you w i l l have a greater return than before. 
A n example of this type of procedure has happened in the case 
of the aluminum manufacturers. Over the years they have been able 
to decrease their production costs and have passed on this cost 
saving to consumers in the form of lower prices, thereby greatly in-
creasing the market for a luminum products. On ly recently we have 
seen where the food packers have gone from tin cans to steel cans— 
now they are using aluminum cans to package their products. Th is 
would not have occurred had not the aluminum producers been able 
to reduce their costs and pass on the savings to their customers. 
T o what areas of the company should cost reduction extend? I 
believe it should extend clear across the company. It should extend 
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to areas such as design and development, production, marketing, pro-
curement, and the staff services, a l l previously mentioned. Le t us 
consider each of these in order and see what can be done to reduce 
costs of each of these functions. 
DESIGN A N D D E V E L O P M E N T 
One of the best ways to reduce cost is to devote more attention 
to the design of the product. If a product is designed more effectively 
than the average it w i l l either be cheaper to make or command a 
better price than the competitor's product. Des ign and development 
should seek to incorporate into your design the least expensive 
materials that w i l l meet the operating requirements of the products 
you are producing. Another means of reducing cost is to bui ld into 
your product only the degree of quality needed. A third way is to 
balance the life of components. F o r example, there is no point in 
putt ing into an electric refrigerator that might be out of date in five 
years, a motor that w i l l last twenty years. The perfect example of a 
product wi th components having a balanced life was the mythical "one 
hoss shay" which, as the story goes, completely fel l apart al l at one 
time. 
A fourth way to reduce costs through better work in the design 
and development stage is to design your products so they can be 
produced most cheaply. Th is means that the design engineers should 
cooperate wi th the industr ial engineers and the production people 
to be sure that the design developed can be produced wi th in the 
labor and equipment cost goals established. 
Many companies, after completing their designs have actually 
gone to the point of testing them for production ease and simplici ty. 
In these companies the drawings are given to a methods group which 
determines, on an a-priori basis, the equipment and time expected to 
be needed to produce this particular product. If this study indicates 
the cost w i l l be too high, they w i l l send it back to the design depart-
ment for redoing. A n example of a potential cost saving produced in 
the design and development stage is one I have noticed here in the 
Islands, where the Hawai ian Sugar Planters' Associat ion is in the 
process of developing improved varieties of sugar cane. In this way 
the cost to produce sugar is lowered through attention paid to design 
and development. 
PRODUCTION 
Cost reduction in production of goods and services can be obtained 
pr incipal ly by improving methods and increasing operating efficiency. 
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Each of these is a frui t ful area in which to work in reducing produc-
tion costs. In actual practice it is difficult to differentiate between 
the two. Methods improvement, as you know, often makes work 
easier and permits a worker to ply his task at a lower percentage of 
maximum effort, even though he increases his total output. Operat ing 
efficiency is often considered as encompassing methods improvement, 
but in this talk I shall interpret it to consist of actions—other than 
improved methods—that w i l l permit an increased output per unit 
of cost. 
M E T H O D S I M P R O V E M E N T 
I l ike to think of cost reduction largely in terms of methods 
improvement. Th is is frequently a way of taking the cost saving 
out of the pockets of people other than the company's employees. It 
offers the greatest potential in the long run, and it is a much more 
rewarding approach than that of improved operating efficiency. So 
let's talk about it first. 
Methods improvement is forced upon us by the increasing costs 
of labor and material. It holds the key to the most significant 
reduction of costs. 
W e should think broadly when we are looking for means of 
improving our methods. W e should back off from the problem a bit 
and think in terms of the basics concerned. If we have a transporta-
tion problem, we should think of al l the various ways in which the 
product could possibly be transported. W e should not just think i n 
terms of how we can do a better haul ing job merely by making some 
minor changes in our methods. A s an example, consider what the 
engineers did when they sought a better way to move coal from the 
Southern Ohio Coal F ie lds up into Cleveland. They thought l i teral ly 
in terms of the fact that coal could move by land, water, or air, the 
three basic means of transportation. They gave up on land completely 
and decided to use water, even though there was no convenient 
waterway to use. They built their o w n ; only instead of digging a 
ditch in the ground they built a pipe line. They worked out a suc-
cessful process for pumping coal through a pipe line by reducing the 
coal to slurry in order to get it to flow. 
Another ut i l i ty decided to use air, in that they decided to make 
the electricity down at the coal fields and transport the energy through 
the air by long distance transmission lines. These are ways for 
achieving a real break-through in methods, by looking at the problem 
in its broad aspect rather than by th ink ing in terms only of minor 
improvements to exist ing processes. 
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There are certain clues that can be used to determine when there 
is a possibi l i ty for methods improvement. The first of these is where 
new materials or processes have recently become avai lable; the second 
is where a change has occurred in the relative cost of th ings; and 
the third is where the most efficient method was not selected when 
the process was first established. 
The availabi l i ty of new materials or processes should provoke 
an examination to determine whether or not these new methods or 
processes can, at a lower cost, be used to replace those presently used. 
Take, for example, the avai labi l i ty of plastics. Here, in certain 
instances, instead of making a casting, machining it and dr i l l ing 
holes in it, we can, through plastic molding, make a part that already 
has these features. The use of plastic pipes is another example of 
effective use of a new material. 
Other areas of marked development in recent years have been 
in the fields of hydraulics and electronics. Hydraul ics has been the 
source of a revolution in materials handling, whi le electronics has 
been the source of a major break-through in the engineering and office 
fields through the use of the much-talked-of electronic computers. 
A change in the relative cost of materials makes possible the 
substitution of one material for another. W e have had the phenome-
non of steel prices going up and a luminum prices coming down, 
which has been responsible, in part at least, for the switch the can 
manufacturers have made in the materials they use. A s noted earlier 
they now use aluminum rather than steel to make cans. Changes 
in relative costs are a factor in permit t ing the economical substitution 
of material or equipment for labor. A s an example, I might point to 
the more widespread use of power equipment. One of the reasons 
for this is that the cost of equipment, and of the electricity and 
gasoline needed to operate it, has not increased as fast as has the 
cost of labor, so it now becomes economically feasible to substitute 
these for human labor. 
Another possibi l i ty is the substitution of services for labor. Back 
in the old days every office had a messenger boy. N o w that office 
wages have advanced to exist ing levels and messenger boys are hard 
to find, we use the mails, the telephone, the teletype, and other com-
mercial services in their stead. 
There is also the possibi l i ty of substi tut ing one service for 
another. Increased use of the long distance telephone call is an ex-
ample. Since long distance telephone rates have remained nearly 
constant during the last twenty years and dur ing the same period 
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wages have gone up three or four times it has become much cheaper, 
in certain cases at least, to wri te a letter. 
A study of the cost of dictating, transcribing, mai l ing, and f i l ing 
a letter w i l l show the cost is between $1 and $2 to produce and handle 
it. Thus, anytime you can place a long distance call for $1 or less, 
and do not need a permanent record of what was discussed, you are 
better off to use the telephone. In so doing you are making an 
economical substitution of the services of the telephone company for 
the services of your employeees. 
Another type of substitution is that of r isk for labor. Because 
of the significant increase in the cost of labor, we now are w i l l ing 
in some cases to take a bigger risk than we would have in the past, 
because the cost of el iminating the risk is too high. I am thinking, 
for example, of someone who is checking incoming invoices. In the 
past we checked al l invoices no matter how large or how small . W e 
had a clerk that cost $20 a week and she could do this job very wel l . 
N o w we find, however, that same clerk costs a min imum of 
$50 a week, and we are anxious therefore to cut the amount of 
checking she does. In certain cases we take low-amount invoices 
and check only every tenth one, because the amount recovered from 
finding additional errors w i l l not offset the cost of doing more 
checking. 
The third area for possible methods improvement is where the 
most efficient method was not adopted in the first place. That is 
something engineers search for al l the time. Le t us look at the 
office for an example. Fo r many years auditors in reconcil ing bank 
accounts always sorted checks in the same way. They would first 
sort them by thousands, then hundreds, then tens, and finally by 
units. Then it was discovered that if checks were sorted in the 
same way a punch-card sorter classifies punch cards, it could be 
done faster. If al l checks are sorted by units, then by tens, and then 
by hundreds the amount of handl ing required is reduced. Th is is an 
example of where the proper method was not selected in the first 
place. 
INCREASED OPERATING E F F I C I E N C Y 
Another way of reducing production costs is through improved 
operating efficiency. Th is can be achieved in three ways : (1) by 
establishing standards of measurement, (2) by reviewing exist ing 
standards, and (3) by establishing the proper organizational rela-
tionships. 
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W e should establish standards of measurement where they do 
not now exist. I am th ink ing of such areas as the laboratory, where 
we can use the project budget to remind the laboratory technicians 
that they have only a certain amount of money to spend on a project 
and that they must watch their efforts to be sure they finish the 
project wi th in the budget. 
In the office we have found we can establish standards on such 
things as typing, invoicing, sort ing checks, and other routine office 
functions performed in a standard fashion, which in the past have 
never been measured. In the case of salesmen, for instance, we can 
set a standard of so many calls per day ; and in other areas we can 
establish a standard for work measurement through the use of oper-
at ing budgets. 
In areas where standards are in existence we should check those 
standards to see if they are adjusted for changes in methods, tools, 
quality, standards, etc. I can remember one machine shop that was 
very progressive, which over the years had adopted al l the new tech-
niques and tools available. The company had adopted high speed 
cutters, enabling the workers—paid on an incentive basis—to per-
form an operation in about half the time previously required. Bu t 
it had failed to adjust its standards for these changes in tool ing, 
w i th the result that workers, enabled to produce a product much 
faster, were actually earning a bonus of about 100 per cent. In other 
words, the employees rather than the company were reaping the 
benefit of the improved tool ing. 
W e should check to see if our standards have been changed to 
compensate for the better methods and ways of doing things pro-
vided for the worker to fol low. 
Efficient operation requires an organizational relationship that 
produces a definite assignment of responsibil i ty for each function. 
It is an old saying that a man cannot serve two masters and it is st i l l 
true today. The responsibilities and reporting relationships of every 
man in the company need to be definitely defined and made known. 
Whenever a function is the responsibi l i ty of two or more people it is 
apt to cost more than it should. 
MARKETING 
Let us take a look at the field of marketing. Here, one of the first 
things we should do is to review elements of h igh cost. One of these is 
advertising. 
W e should review advert is ing effectiveness. If it hasn't been done 
recently, either by you or your advert ising agency, it should be done. 
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Y o u should check to be sure that your listeners' response to your radio 
or television program is adequate and that these listeners are buy ing 
your product. 
I know of one company that made such a check; they tabulated 
the results and signed up for a thirteen-week radio program at a cost 
of $90,000. Af ter doing this they found they had signed up the wrong 
program. One of the mai l bags had become misclassified in the tabulat-
ing function, wi th the result that the figures used in gauging the pro-
gram's effectiveness were wrong. 
Review your prices to determine that your quantity breaks are in 
line wi th the way merchandise is handled. If you have a quantity-price 
break where you give a better price on orders for two dozen than for 
one dozen and al l your merchandise comes in five-dozen lots, the 
desired saving in handl ing costs is not being achieved. You r handl ing 
costs are not being reduced to compensate for the reduction in price 
granted. 
Review your discount policies. Be sure the cash discounts you 
are g iv ing are necessary from a competitive standpoint and from a 
cash-operating standpoint. Remember that terms of 2 per cent cash 
discount in 10 days, net 30 days, amount to 36 per cent interest a year. 
Th is is an expensive way to raise capital. 
Take a look at your markups. Is an addit ional markup being 
realized on slow-moving items you are keeping pr imari ly for the con-
venience of your customers ? Things that require a lot of work on your 
part to sell should certainly have a higher markup than fast-moving 
items. T r y to get your markups in line wi th the cost of the product 
or service you are sel l ing, and vice versa. 
Review your distr ibution methods. Determine the relative effec-
tiveness of sales through manufacturing representatives as against 
company salesmen. Consider the complexity of sel l ing effort required. 
I recall a study made for a machinery manufacturer who for many 
years had been sel l ing through dealers. However , as his machines 
became more complicated and more expensive it became necessary to 
send out a man from the factory to conclude nearly every sale. The 
factory, in truth, was doing most of the sell ing. Th is certainly pointed 
up the possibi l i ty of el iminat ing at least a portion of the dealers' com-
missions, for under these circumstances the dealer had become litt le 
more than a bird dog. 
Review the effectiveness of your sales coverage. Determine the 
relation of sales effort to sales potential in terms of territory-staffing 
and customers called-on. 
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Take a look at how much time your salesmen are spending cal l ing 
on customers. A re they spending as much time cal l ing on customers 
who buy $10,000 a year as on those who buy $50,000 or $100,000? 
Review the basis of sales compensation. Does it emphasize sales 
of high-profit items or low-profit i tems? Maybe it would be better to 
rearrange your method of compensation and base it upon gross-profit 
produced, thus g iv ing the salesmen an incentive to go out and work 
hardest on items yielding the company the greatest amount of gross 
profit. 
Examine your extra services such as daily deliveries, rush orders, 
and set-asides. Determine whether they are necessary to meet com-
petition and to satisfy customers. 
A n interesting example of extra services provided long after they 
were no longer needed was found in the operations of an interurban 
line. In the interest of cost reduction, they had stopped operating 
trains between 2 :00 A . M . and 6:00 A . M . But they had done only half 
a job. They had forgotten to close their ticket offices dur ing this 
period, so they had ticket offices open dur ing periods when trains were 
not even running. Certainly this was a service provided for customers 
that was not needed or appreciated. 
Review your level of sales expenses, travel, entertainment, etc. 
Th is is usually the first th ing examined but I think, perhaps, it should 
be nearly the last. Th is is an item you don't want to be too rough on, 
part icularly where a good salesman is concerned. If he finds that you 
are picayune in expense allowance he is apt to be looking for other 
areas in which to work. Remember that a man travel ing away from 
home is, I believe, at least entitled to a good dinner as compensation 
for being away from his family. 
PROCUREMENT 
The typical manufacturing company spends more of its revenue 
dollar on goods and services purchased than for any other k ind of 
expense. Th is points up, for these companies, the need to direct care-
ful attention to factors that play a part i n determining what price the 
company pays for the things it buys ; for this reason you should study 
what can be done to reduce their cost. One of the first questions to 
ask yourself is, " A r e you putt ing the same pressure for price reduction 
on your suppliers that your customers are putt ing on you?" Le t me 
dwel l on that for just a moment. 
It is a rather interesting experience as we make a survey of a 
company, to sit down wi th the sales people and have them tell us what 
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a difficult job they have in comply ing wi th customers' requirements. 
The customers are constantly badgering them for price reductions, 
and thus force sel l ing prices down to a point where there is l i t t le or no 
profit left in the sale. W e get the impression that this is a fiercely 
competitive wor ld and that the buyer is certainly k ing. 
Then we move across the hal l and talk to the purchasing people, 
and we ask, " H o w much pressure are you put t ing on your suppliers 
for price reduction?" They reply, " W e trust our suppl iers; we have 
to curry their good w i l l in order to obtain materials when they are in 
short supply ; we can't be too hard on them. W e don't bother to put 
prices on our purchase orders; we know that the supplier w i l l give us 
the best possible pr ice." 
Obviously there is something wrong here. If your customers are 
putt ing pressure on you, you should in turn be putt ing the same pres-
sure on your suppliers in order to keep the costs of the things you buy 
at a level that w i l l enable you to make a profit. 
A re your freight costs as low as they can be? It is my belief that 
here in the middle of the Pacif ic, where many of the things you buy 
come from different parts of the wor ld, and freight costs are a sig-
nificant port ion of delivered costs, the area of freight costs is a fertile 
field for cost reduction, cal l ing for attention. A r e you gett ing al l 
possible freight allowances from your suppliers? A lso , you should 
look into the area of routing. A r e your goods carried v ia truck rather 
than by rai l , or v ia air rather than by truck or by water ? Should they 
be shipped out of New Orleans rather than out of New Y o r k ? Should 
they come down the Mississ ippi R iver or should you be planning on 
shipping them out of Chicago v ia the St. Lawrence Seaway rather 
than out of New Y o r k or San Francisco? These are factors that can 
appreciably affect the cost of things you buy. 
STAFF SERVICES 
N o w for the final area of staff services. Th is area encompasses 
the research, the industr ial engineering, the accounting and personnel 
functions that are usually set up to serve the production, the market-
ing, and other operating functions. 
Staff services usually suffer too much dur ing a period of cost 
reduction. They are regarded too suspiciously and many times the 
cuts made in them are serious. These cuts may be of the health-
undermining type referred to earlier. 
Nevertheless, I think we should take a look at these areas to be 
sure that unnecessary functions are not being performed. Maybe we 
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have had an extra personnel or publ ic relations man come in unawares; 
maybe the accounting people are doing unnecessary work. W e should 
look into these areas; but I have a feeling that in our program of cost 
reduction in the past we have borne down a l itt le too hard on them. 
N o w , let us take a look at who should do a cost-reduction study. 
Obviously the choice rests between company people and outsiders, 
such as consultants. There are advantages either way. F i rs t , con-
sider the use of company people. 
The most obvious advantage of using company people for such a 
study is that usually it is cheaper. The rate of pay, including fringe 
benefits, of your employees is less than the charges of consultants. 
The second advantage is that your people are more famil iar w i th the 
company's operations. 
The disadvantages of using company people a re : first, company 
employees often are less objective, having been raised in the company 
and therefore lacking the broad prospective of outside consultants. 
In the same way company people often do not have the breadth of 
experience possessed by consultants. Frequent ly the company people 
engaged on such projects have never seen their company's type of 
operation carried on elsewhere. Sometimes they are too close to the 
trees and cannot see the whole problem in perspective; they see only 
the immediate manifestations. 
The conclusions arrived at by company employees are "suspect" 
in that other people in the company do not respect them. They feel 
that the cost-reduction team is not disinterested from the personal 
standpoint or is just rehashing old ideas long since discarded. 
Another disadvantage is that company people assigned to the 
project are often not on a full-t ime basis. They are told, for instance, 
" W h e n you have some spare time, you work on this cost reduction 
program." W e l l , the result is that eventually pressures bui ld up and 
people no longer have any spare t ime and the cost reduction program 
dies a natural death. Even if it doesn't work out that way, and if the 
people continue to work at it, the project takes longer to do and the 
extra costs incurred more than offset the possible savings. 
Let us look at the advantage of having cost reduction done by 
consultants. F i rs t , consultants usually have had experience in this 
k ind of work. They have worked in many companies and find the 
knowledge acquired in one case is often applicable to another. Sec-
ondly, it is a full-t ime job for these people, so they get right at the 
job and accomplish results in a much shorter t ime than if it were done 
by company people. 
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The third point is that consultants are expected to produce results. 
The fee the company is paying for their services is usually a sizeable 
s u m ; consultants therefore are closely watched to make sure they 
come up wi th tangible results in exchange for their fee. 
Consultants' findings are often more objective because the con-
sultants themselves can be impersonal. They are not concerned wi th 
company polit ics and company cliques. Often they are not aware of 
the " fa i r-haired" boy in the organization, whose operations should not 
be crit icized. A n d finally, the findings of consultants are usually re-
spected, if for no other reason than that the consultants are considered 
experts, having "come from out of town." 
A s pointed out, one of the disadvantages of using consultants is 
that they are usually more expensive. There is another disadvantage, 
too—that they may overlook certain considerations in arr iv ing at their 
conclusions. However, this is not l ikely to happen if the consultant 
is experienced and works closely wi th his client. 
A third approach to his problem is a combination of consultants 
and company people organized into a team to do the job. 
Th is seems to be the best solution, combining the advantages 
derived from using consultants wi th the lower cost of using company 
people. The experience and talents of both groups are combined, 
lowering the job cost because only one or two consultants are neces-
sary. A l l detailed work requir ing considerable expenditure of time is 
done by company people at a lower cost rate. 
Another advantage is that the recommendations developed w i l l 
have better l ikel ihood of acceptance because, first, there is the objective 
appraisal of the consultant concerned, and secondly, there is the 
intimate knowledge of company operation that the use of company 
people gives to the study. 
F ina l ly , there is this important advantage: It trains company 
men in the use of techniques that consultants employ; the efforts of 
these men can then be used in further work of this nature wi th in the 
company. T o my knowledge one company wi th many plants made a 
cost-reduction study at just one of its plants. In this study the con-
sultants worked closely wi th the client's people and then trained 
and developed a cost-reduction team made up of company people. 
The latter in turn carried on the cost-reduction studies in the client's 
remaining plants—a very successful means for handl ing the problem. 
Now, let us talk about how the job should be approached. A s 
indicated earlier there are two types of approach to a cost-reduction 
job ; first, what I call the crash approach, and secondly, the orderly 
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approach. The crash approach, as you can guess, is used when there 
exists a sudden and drastic need to get costs down in a hurry. Here 
you merely sit down and determine how much money must be saved. 
F i rs t , go into the areas believed most l ikely to produce savings. 
Explore those of larger dollar volume before the others; after gath-
ering into your net al l the cost-saving possibil i t ies, sit down and 
evaluate them. Determine the ones least l ikely to be harmful to the 
company, finally bui ld ing up a program of steps to provide the amount 
of cost reduction needed. Th is is a fast but drastic approach and often 
does permanent harm to the company. But it is l ike an emergency 
operation—dangerous; but if it is necessary in order to keep the pa-
tient alive, you go through wi th it. W e l l , that is the crash approach. 
It should not be used except in cases of extreme urgency. 
The other approach is the orderly approach. In fo l lowing this 
method, begin by setting up an organization to do the work. A t 
the head of this unit put a top executive of the company, having 
company-wide responsibi l i ty—a necessary condit ion in order that the 
program can expand into any area of the company desired. However, 
if cost reduction is to be attempted only in the production area, the 
company executive in charge of cost reduction needs to be respon-
sible only for the production area; but if the cost reduction program 
is to be company-wide, then the executive directing the project should 
have company-wide authority. 
Underneath this executive, create a team to do the work, con-
sist ing of as many people as necessary to do the job wi th in a reason-
able period of time. The team may be comprised of industr ial 
engineers and someone famil iar w i th exist ing cost levels, such as an 
accountant. 
I am opposed to the idea of put t ing a cost-reduction man to work 
by himself in any one department, because he is apt to be stifled 
by the opposition he w i l l face, and he w i l l lose his objectiveness, 
boldness, and enthusiasm in the search for solutions to problems. Re -
sults w i l l not generally be satisfactory. 
Af ter the team is set-up, or at the time it is being set up, the 
chief executive should acquaint al l people in the areas to be surveyed 
wi th the nature and purpose of the study. H e should ask al l people to 
support the effort, to provide al l the information the team wi l l need, 
to answer al l their questions, and to come forth w i th suggestions for 
steps toward cost reduction. 
Then wi th the team set-up establish a program of priorit ies 
based on the outcome believed possible from the study of each par-
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t icular area. P ick first those areas having the greatest cost-reduction 
potential. A n d don't always pick the production area simply because 
it causes the greatest expenditure of money. Th is is probably the 
area that has been gone over w i th a fine-tooth comb so many times 
your chances of cost reduction there w i l l not be as great as in other 
areas of the company. 
Then begin your operations and do your fact-finding. Be sure 
to get all the facts, because an unsound recommendation based on 
inadequate facts w i l l rapidly undermine confidence in the competence 
of the team. Then develop your solut ions; check these solutions over 
very carefully w i th the operating people to be sure they are practical. 
Af ter this has been done, present your recommendations in such a 
way that they w i l l be clearly understood by al l for whom they are 
intended. Do not leave matters to the imagination of the people who 
are to judge and accept them. Set them out clearly and understand-
ably, and keep explaining them unt i l you are sure you have gotten 
your ideas across. F ina l ly , when your ideas have been accepted and 
put into effect, fol low them up to be sure they are being implemented 
properly. 
COST CONTROL 
N o w that the costs are down, how do we keep them down? The 
answer to this w i l l lead into the subject of cost control, but this talk 
would not be complete without covering that matter briefly. 
The best way of keeping costs down is, first, to establish an 
organization plan that definitely assigns responsibil i ty for each seg-
ment of the company's operations. In other words, be sure that your 
responsibilit ies are clearly defined and that no two or three people 
are joint ly responsible for any important element of cost. Be sure this 
is clearly understood. 
N o w that you have an organization plan that has assigned definite 
responsibilit ies to people, establish operational controls consisting of 
budgets or standards. These controls should be based on expected 
levels of operation and should be modified to meet actual conditions. 
F o r example, you may set up a budget at the beginning of the year 
cal l ing for sales of $1,000,000 and your sales do not turn out to be that 
good ; they turn out to be $750,000. W h e n this happens go back 
and modify your budget, setting it up for what it should be on a 
$750,000 sales volume. The revised budget then becomes the basis 
for evaluating performance of the activi ty being measured. A s the 
next step, measure the deviation of these actual accomplishments 
from budgets or standards. Th is affords a check on how closely the 
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people in charge of individual segments of the company are approach-
ing the budget set for them. 
W h e n actual performance deviates from that budgeted, and it 
usually does, report the fact to responsible management. Th is does 
not mean that al l information should necessarily go to the presi-
dent. It can, in broad terms, but it should be reported in more detail 
to the executive responsible for these specific activit ies. If it is pro-
duction information, it should go to the plant superintendent; and if 
it is sales information, it should go to the sales manager. Th is infor-
mation should tel l the responsible executive not only how much he 
has deviated from his budget, but also, w h y ; he then has a basis 
from which to start in making the corrections needed. 
The fourth step in cost control is to get executive action. W i t h 
needed information reported to the responsible executives it is up to 
them to take whatever steps are necessary to keep costs in line wi th 
the goals, budgets, and standards established. A n d if they w i l l 
do this, then you w i l l succeed in keeping your costs down to the 
levels you have set for them. 
Let me summarize here just briefly. Le t me point out that I 
think the best way to approach cost reduction is to use the planned 
type; that cost reduction is necessary sometimes just in order to 
stay in business, and that it is a way of provid ing for future profits 
as w e l l ; that cost reduction should ideally extend to al l areas of 
the company; that particular emphasis should be given to the devel-
opment of new methods as a means of reducing costs; that you should 
look into your market ing areas, your procurement areas, and your 
staff services; that you should decide whether you are going to 
use company people or outside consultants, depending upon the par-
ticular situation at hand ; that you use an orderly approach to the 
job ; and finally, when you have gotten your costs down, that you 
take the necessary steps to keep them down. 
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